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summary 


(U0) Chancellor Kohl used his Sokeper: 1984 
visit to the People's Republic of China to solidify 
FRG-PRC ties--commercial, political, and cultural-- 
and to burnish his image for home consumption. 

Kohl was eager to enhance tangible FRG-PRC coopera- 
tion, already’ considerabie, including that in the ~— 
nuclear field. Germany is China's fourth largest 

trade partner (after the US, Japan, and Hong Kong). 


(U) Five years after then-Premier Hua Guofeng's 
1979 visit to the FRG, 1984 saw an exceptional number 
of FRG leaders visiting the PRC. Preceding Kohl were 
several cabinet ministers, Social Democratic Party 
(SPD) leaders, and the heads of three FRG states 
trying to sell everything from bicycles to satellite 
technology. The FRG just agreed to 10 development 
projects worth DM25 million over the next decade and 
granted the PRC an initial capital loan of DM50 mil- 










8 
ai Fl. lion. In May the two countries signed an agreement 
SS egy on the. peaceful use of nuclear energy. 
sa ¢3 9 
ile! | (S8/NE).. The PRC reciprocates the FRG's growing --" 
55 interest in expanding commercial and political ties, 
2 Last year it opened a consulate general in Hamburg 
a es and trade offices there and in Frankfurt. During his 
3 Be June visit to the FRG, Vice Premier Li Peng pressed 
; [ge for favorable credit “terms on a broad range of tech-~ 
ey 158 nology exports. First on both nations' lists is 
be ne [ac nuclear energy--with the PRC interested in know-how, 
a Bs wy hardware, power reactors, and access’ to German 
cf uranium enrichment technology. The FRG wants to be 
P| forthcoming--except for China's enrichment wishes-~-as 
a means of propping up the listless German economy. 
‘Increasing its world share of the nuclear energy 
ge market is one of the FRG's major export priorities. 
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(U) FRG exports to the PRC continued to recover in 1983, 
reaching $1.07 billion, after having fallen off from their 1979 
‘peak of $1.49 billion. The FRG hopes another multimillion Deutsche 
mark gain will result from discussions of the possible sale of two 
1,000-megawatt reactors, a deal that could double Bonn's export 
guarantees dedicated to the PRC. 


(S/NF) In seeking to expand trade with the PRC, the FRG will 
resist any of what it believes are protectionist applications by 
the US of COCOMS/ rules. But although it pursues broader ties 
With the PRC, the FRG carefully gauges its cooperation in military- 
related fields. Germans of all persuasions respond with polite 
caution to any PRC expression of support for German unity and are 
wary of PRC criticism of either superpower. -As in so many other 
foreign policy contexts, Bonn shapes its PRC policy with a “abendy 
eye on US and Soviet sensitivities. 


* & & & kk 


l/ (U) Coordinating Committee for Multilateral Export Controls. 
COCOM members are Japan and NATO members except Iceland and 
' Spain. 
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-(U) Introduction 


-West Germans are fascinated with China--its history, customs, 
art, size, and virtually untapped economic potential. They know 
that economic ties alone will not adequately encompass the future 
breadth of PRC-FRG relations. Helmut Kohl and all other German 
leaders seek expansion of political and cultural as well as 
commercial contacts. 


. One common feature of the 1984 PRC visits of Kohl, Willy 
Brandt, and Helmut Schmidt was the fact that these leading Germans 


“all went more to hear Chinese views-than to impart their. own. 


This was particularly true of their meetings with the 80-year-old 
Deng Xiaoping, whom they venerate as the father of PRC moderniza- 
tion. As Schmidt told him, German leaders hope Deng will remain 
active long enough to put the PRC developmental departures on a 
solid footing. Bonn needs time to overcome some of the German 
restraint in developing further cooperation. 


FRG policy toward the PRC recognizes China's political and 
economic aspirations, its potential political weight as an East 
Asian colossus, and its role as an independent nuclear-weapons 
state within the broad North-South spectrum of developing coun- 
tries. Reporting on his China visit (October 7-13, 1984), Kohl 
told the Bundestag: 


- 


"The PRC occupies an important place in Asia and, as a poten- 
tial world power, far beyond Asia. It is the world's most 
populated country and its location is geographically and 
geopolitically extremely significant. China is a nuclear 
power, and is a permanent member of the UN Security Council. 
These important facts merit our ; devoting special attention to 
this country." 


History of Bilateral Relations 


(U0) Late 19th-century ‘German merchants, representing 
chemical and pharmaceutical firms, among others, plied the East 
Asian marketplace. Weimar Germany maintained active relations 
with China, watching the communist revolution with keen interest. | 
Current FRG Ambassador to Beijing Per Fischer grew up in 
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transitional China, where his father served in various German 
diplomatic posts. The late Chou En-lai and other founding PRC 
fathers traveled and studied in Germany in the 1920s, following 
extended stays in France where they established the Chinese 
Communist Party's European headquarters. 


(U) But it was not until 1972 that Bonn formally recognized 
the PRC, after the US opening to China. Recognition followed the 


.FRG's successful negotiation of treaties regularizing its ties 


With the Soviet Union and East European neighbors. These landmark. 
FRG treaties signaled the replacement of Bonn's Hallstein Doctrine 
and its isolationist tactics toward the German Democratic Republic 
with the new, Harmel-based SPD detente policies incorporated in 


Brandt's and Egon Bahr's Ostpolitik.— 


(U) The 1972 arrival in the FRG of.the PRC diplomatic dele-' 
gation was a media event. The Chinese, setting up their new 
embassy in the sleepy village of Niederbachem south of Bonn, capti- 
vated the attention of West Germans--politicians, industrialists, 
the media, and everyday citizens alike. 


(U) Bilateral relations progressed gradually in the polit- 


‘Teal field, more quickly in the economic sphere. In July 1973, a- 


year after establishing full diplomatic relations, the two coun- 
tries signed a trade agreement. That same year FRG=-PRC trade 
amounted to DM1.2 billion (approximately $500 million), a 
38—percent rise over 1972. In 1978 Bonn and Beijing signed an 
agreement on scientific and technical cooperation. By 1979 
FRG-PRC total trade exceeded $2 billion, only to decrease in -the .. 
aftermath of Chinese retrenchment on some major modernization 
investments. 7 


(C) Hua Guofeng's week-long visit to the FRG in October 
1979--the maiden European voyage by a modern-era Chinese lLeader-- 
was treated with caution by the Germans, following his anti-Soviet 
tirade in France the week before. To then-Chancellor Schmidt's 
relief, however, Hua skirted press questions about third countries 
during his. FRG stay. Hua's 80-man delegation shopped FRG indus- 
try, much as did that of Vice Premier Li in mid-1984. 


(U) Hua's visit--to the port of Hamburg, the Ruhr coal and 
steel area, an Airbus plant, and an auto factory~-revealed the 
commercial focus of PRC interests, most of which have since 
yielded tangible PRC-FRG cooperation. The five-year economic 
cooperation agreement that culminated Hua's visit has been. the 
bedrock of bilateral FRG-—PRC COMMS ter cooperation. Renewed 
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formally in May 1984, the agreement supe caaenely was underscored 
by Li's and Kohl's visits. 


(C) Hua's 1979 political message to the West Germans and 
their major European allies was simple and straightforward: 
Beware of Soviet blandishments and solidify ties with the PRC via 
economic cooperation. In 1984, however, the PRC emphasis in talks 
with FRG leaders remained on economic relations--thereby discount- 5 
ing the anti-Soviet “hegemonism" ‘theme and omitting a warning to 
the Kohl government (having deployed intermediate-range nuclear 
forces) against Soviet trickery. 


(C) FRG-PRC relations under the Ko&l government retain the 
element of caution toward the USSR which has characterized Chinese- 
West German ties since the outset. Germans continue to be 
extremely wary of "playing a China card" to gain leverage against 
“Moscow--fearing general East-West and specific intra-German . 
fallout from a Soviet perception that China and NATO are indeed 
‘‘linking their security arms against the USSR. 


(0) The January 1979 Guadeloupe summit (President Carter, 
President Giscard, Prime Minister Callaghan, and Chancellor Schmidt) 
went out of its way to assure the Sdviets that developing Western 
ties to Beijing. were aimed at no other country and would not affect 
East-West detente. Among the four leaders, Schmidt was the most 
forceful in ensuring that ties toward the PRC and the USSR remained 
in balance, warning the British that their decision to sell Beijing 
Harrier jets could be viewed as a provocation against the Soviets. 


(U) In discussing Kohl's 1984 visit to the PRC (his second, 
having gone first in 1974 as chief executive of Rhineland- 
Palatinate) and weighing its outcome, the German media focused on. 
its heavily economic flavor and the need to realize that progress, — 
while laden with long-term promise, would be slow. Soviet sen- - 
sitivities were a constant but clearly secondary. media theme. 


| 


packs 
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(0) Relations between the two states continue to grow in 
size and breadth of representation. The PRC opened major trade 


SECRET/NOT RELEASABLE-TO FOREIGN NATIONALS 
NOT RELEASABLE TO CONTRACTORS/CONSULTANTS 
CAUTION--PROPRIETARY INFORMATION INVOLVED 


DISSEMINATION AND EXTRACTION OF INFORMATION 
CONTROLLED BY ORIGINATOR 


fF 


q 


e 


UNCLASSIFIED 


7 a 
ar ae 23 


offices in Hamburg and Frankfurt this year as well as a consul- 
ate general in Hamburg. The FRG maintains diplomatic missions in 


Beijing and Shanghai. 


FRG-PRC Economic Cooperation and US Competition 





(C) The FRG competes with two states more than others in its 


‘relationship with China. In the economic sphere, it vies most with 


the US for large projects, new markets, and favorable cooperative 
arrangements. Politically, however, Bonn knows that in the China 
context, as everywhere else, the GDR competes in pursuing “German 
relations." - Aeectaten 4 


Pree a aer 


(C) FRG sensitivities toward GDR competition are somewhat 
more pronounced in China's case because both the PRC and the GDR 
have communist systems. Although the West Germans have more and 
better technologies and credit terms to offer than do the East 


’ Germans, FRG leaders worry that the GDR might have an- ideological 


advantage with the Chinese communists. 


(U) The FRG's economic interest in the PRC is multifaceted. 
West German firms, with the government's strong support, view 


China as the "land of export opportunity" for all kinds of 


manufactures and know-how, some rudimentary (e.g., work clothing, 
bicycles, and motorcycles) but much of it of a high-technology 
nature. Total FRG trade with China is still marginal relative to 
total FRG world trade (in 1983, 0.5 percent), but: growth prospects 
appear very lucrative, especially in the areas of energy,. infra- 
structure, transportation, and communications. The FRG is the . 
PRC's fourth-ranking trade partner, doing nearly twice as much 
business with Beijing. as do either France or Italy. 


(C) Although West Germany ranks far behind the US in trade 
with China, it considers the US its principal competitor for 
Chinese markets (see table 1, appended, comparing US and FRG trade 


with the PRC, 1979-83). This competitive outlook accounts in large 


part for German sensitivity toward US export control policies, 
which in German eyes can be interpréted as protectionist American 


- moves (regardless of their other justification) designed to solid- 


ify or isolate PRC markets for US exports. Bonn resents what it 
sees aS a go-slow US approach to approving FRG exports to the PRC 


_ through the COCOM mechanism and wants to prevent what it views as 


a US inclination--for selfish reasons--to: try to manage West-Wast 
high-technology transfer. 
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(C) Among the FRG-PRC deals struck thus far is the Kohl 
visit announcement of Volkswagen's agreement to produce 100,000 VW 
engines and 20,000 VW Santana automobiles in Shanghai. - At the 
other end of the transportation spectrum, according to the German 
press, the Tianjin bicycle works has agreed to pay DM16 million 
(approximately $5.3 million) for a bankrupt Munich motorcycle 
factory whose production facility will be disassembled.and moved 
‘to Tianjin, near Beijing. Kohl's October-visit also yielded an 
agreement on FRG technical assistance for PRC inland waterways. 


(UW) The FRG clearly believes that, by fostering economic 
‘cooperation and embracing technology trarisfer (commensurate with 
its own security guidelines and those of COCOM), it can gain 
economic advantages while fostering political and cultural ties 
with long-term benefits. 


(U0) Five years ago, as reflected in trade agreements and 
statistics, FRG-PRC trade expansion was flourishing. FRG firms 
had landed $750 million in chemical plant orders -and were bidding‘ 
on a combination of other major modernization projects worth an 
estimated $5.5-7.5 billion. Since 1979, however, the PRC's 
economic links with the FRG and other major trade partners have 
undergone a zig-zag course, thereby prompting a cautious approach 
by many FRG businessmen and political leaders. In February 1981, 
as part of an economic retrenchment, the PRC proposed suspension 
of the Baoshan iron and steel mill complex being handled by a West 
German-led consortium. After a year's negotiations, the PRC and 
the consortium agreed-on a $460 million package which would not be 
delivered for three years” and could be stored in the PRC without - 
eeenr ye for another two -years. ; 


(C) As Kohl's 1984 visit showed, and as reporting indicates, 
the FRG is engaged in the PRC, Turkey, the US, Iran, Brazil, 
Mexico, Argentina, and elsewhere in a drive to increase its export 
market for several big-ticket technologies-—especially the sale of 
nuclear power plants, Volkswagen automobiles, and the Airbus. [In 
this effort, it will not be daunted by possible external pressures 
on technology transfer. 


.(S/NF/NC/OC}) Messerschmidt~Boelkow-Blohm (MBB), one of the 
FRG's defense industry giants, signed in February 1979 an agree- 
ment with Beijing for television oe helicopters, and 
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(C) Lower level, less sensitive FRG-PRC cooperation agree- 
ments have become almost daily events. German television corres- 
pondents have been accredited in Beijing, cultural exchanges are 
growing, and trade associations in many areas of endeavor have 
been concluding bilateral .cooperative arrangements, many of which 
involve FRG-based training for PRC counterparts--a major Chinese. 
interest. It is also well worth noting that the individual FRG 
States (Laender) vie with one another in seeking to make inroads 
into the PRC market. Franz Josef Strauss' Bavaria places special 
emphasis on this effort. , 


Nuclear Cooperation 


(C) Perhaps the most sensitive area in the growing German- 


Chinese technological and economic cooperation is nuclear energy. 


Beijing has decided to utilize nuclear energy for power generation. 
Bonn has an excess capacity in the nuclear export field which it 


-is actively marketing worldwide, particularly the capabilities of 


Kraftwerk Union (KWU), a Siemens subsidiary. On May 9, 1984, Bonn 
and Beijing signed a 15-year renewable government "cooperation . 
agreement in the field of peaceful use of nuclear energy," in which 
the PRC accepted the London nuclear-supplier guidelines and the .-- 
FRG's retransfer stipulations. Significantly, unlike other nuclear 
cooperation agreements recently negotiated by China, the FRG-PRC 
accord does not’ make provision for the application of safeguards 
administered by the International Atomic Energy Agency. Rather, 
cooperation will be guided by a general “peaceful uses only" 
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(U) FRG Aid and Credits - 


FRG capital aid to the PRC began with Kohl's 1984 visit, when 
Bonn granted China DM50 million (approximately ’$17 million). 
According to FRG media, at the end of 1983 Bonn had guaranteed 
German exports to the PRC at a value of DM3.4 billion, putting 
China's 2-percent share of such FRG obligations in 13th position © 
among foreign state recipients. If the envisaged KWU contract for 
two 1,000-megawatt PRC reactors is realized, this sale alone will 
double the FRG Government's credit guarantees to the PRC. 


Bonn's 1984 official aid commitment to the PRC amounted to 
DM70 million (current exchange rate: $1 = DM3.15), DM20 million 
earmarked for agricultural and forestry research and DM50 million 
for the capital development loan. The Chinese have increased 
their pressure for favorable credit terms from the FRG on major 
industrial agreements, but: the Germans are cautious about over- 
extension or clearly preferential treatment of the PRC. Nonethe- 
less, according to Bonn's aid minister, total aid to the PRC via 
bilateral and multilateral agreements for 1984 will approach DM250 
million. Sixty percent of that amount is the FRG's 12-percent 
share of the International Development Association loan to Beijing. 
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Divided Countries: China and Germany 


“ . (C) Traditional PRC pronouncements~supporting “German 
reunification" were intended to perturb the Soviets. As the PRC 
developed relations with both East and West Germany, however, 

it curtailed public rhetoric supporting German reunification. 
{While Kohl was in. Beijing, the PRC press was heralding the GDR's 
35th anniversary.) 


(S/NF/NC/OC) Bonn's residual unofficial ties with Taipei 
have not hindered the development of FRG-PRC relations. The West 
Germans were slow to develop ties with Taiwan in the first place, 
and this probably eased Bonn's task of establishing formal rela- 
tions with Beijing in 1972. Nonetheless, major FRG industrial and 
armaments, firms are. active in-seeking to corner Part of the Taiwan 
market. ‘ 


SPD-PRC Relations - 2 oe 


(U) Given their own “Drang nach Osten" ("pull toward the 
East"), and as shown in their parliamentary response to Kohl's 
China trip and policy, the opposition Social Democrats generally 
support the government's approach to the PRC. Deputy SPD Bundestag 
caucus leader Horst Ehmke, in assessing Kohl's visit, differed 
with Kohl only in warning against FRG arms cooperation with the 
Chinese and in rejecting Kohl's reference.to a direct tie between 
trade with China and decreasing joblessness in the FRG. 


(C) As in other areas of East-West contacts, the SPD is not 
about to be left behind in maintaining and furthering dialogue 
with PRC leaders. Both Brandt and Schmidt preceded Kohl’ to the 
PRE last year, the latter by only one week. ‘Brandt's interest in 
. the PRC centers on its role in North-South and arms control 
efforts, while Schmidt's is in thé PRC's economic modernization 
and big-power role. Schmidt. is convinced that in 15 years China 
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(C) Various other SPD functionaries, state leaders, trade 
union officials, and party. staffers (including those of the SPD-. 
affiliated Friedrich Ebert Foundation) have recently visited the 
PRC or received Chinese visits designed to further: political and 
ideological exchanges, build party-to-party ties, and expand 
economic cooperation. 


Gt: 


(C) German Social Democrats generally are skeptical of too- 
close FRG cooperation with the PRC in areas affecting Soviet sensi- 
tivities, lest Moscow's paranoia. against the Chinese and the Germans 
alike be increased. At the same time, SPD disarmament specialists ~ 
are more inclined than is the Kohl government to embrace the Trudeau 
arms control initiative, which foresaw bringing the PRC into 
five-sided (US, USSR, UK, France, and the PRC) nuclear arms control 
talks. Beijing has treated the Trudeau initiative coldly. 


(C/NF). Outlook 


Visionary German economists and industrialists see the PRC 
‘and its liberalizing modernization effort as both a near-term FRG 
market and a medium— to long-term commercial competitor. With the 
vast Chinese labor force and its increasing sophistication, the 
‘PRC eventually will be able to. compete for much of the German (and 
other Western) consumer market in such areas as textiles, small 
appliances, and other. electronic consumer goods. As China 
modernizes, the Germans will want to provide much of the capital 
equipment, infrastructure, and energy base required to guarantee 
stability in long~range FRG-PRC trade. This would be in keeping © 
with the FRG's Third World effort, both bilaterally and within the 
European Community. 2 : 


Politically, although Bonn remains cautious in balancing its 
relationships with Beijing and Moscow, its PRC relations give it 
greater prestige--and at times, perhaps, leverage--with the 
Soviets. Nonetheless, FRG-PRC trade is small in comparison with 
FRG-Soviet trade, as appended table 2 shows. The balancing will 
remain a delicate task, particularly in an area such as trade in 
technology where the COCOM mechanism has different rules and prior- 
ities when applied to PRC trade than to Soviet trade. FRG emphasis 
on “free trade" suits its commercial aims toward Moscow and 
Beijing. 
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Germany's reticence in technology sales toward the Soviets is 
political. Its careful commercial approach to the PRC, on the 
other hand, is dictated much more by economic risk considerations, 
as well as by possible Soviet reaction. When there are no COCOM- 
agreed and -maintained: trade restrictions on an item for shipment 
to or construction in the PRC, the FRG Government and German 
manufacturers exhibit an almost "Sooner land rush" mentality in 
their attempt to capture PRC markets. Barring.major risk, West 
German attention to political, economic, and cultural ties with 
the PRC will continue to grow, along with competition from and 
among West German firms in the seemingly untapped PRC market. 


Prepared by Bowman H. Miller. 
632-3351 


Approved by Glenn R. Cella 
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